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Opinion

NEW YORK, Jun 22, 2011 - Moody's investors Service has assigned a MIG 1 rating fo the City of Gloucester's {MA) $6.3 million General
Obfigation Bond Anficipation Notes {dated June 30, 2011 and due September 16, 2011 ). Concurrently, Meody's has affirmed the city's Aa3 long-
term general cbligation rating and removed the negative cutlook affecting roughly $54.6 miillion of outstanding long-term debt, The notes are
secured by the city's general chligation limied tax pledge as debt service has not been excluded from the limits of Proposition 2 %,

SUMMARY RATINGS RATIONALE

Assignment of the MIG 1 raling reflects the city's demonstrated access to capital markets and satisfaclory long-lerm credit characteristics.
Affirmation of the Aa3 rating reflects Gloucester's sizeable {ax base with significant redeveloprment potential, average resident income levels,
manageable debt burden and an improving financlal position, although ongoing pressure is expected through the meadium ferm due to
recessionary revenue weakness af the state and local levels. Removal of the negative oullook recognizes the increase in the city's available
reserves as well as the adoplion of formal financial policles and the resclution of deficits in enterprise funds.

Proceeds of the current note issue provide short-term, new money financing for school reof replacements, fire department equipment and
stafion repair, paving projects and combined sewer overflow remediation,

STRENGTHS

-Favorably located, primariy residential tax base with regicnal fishing port

-Reasonable plan to comply with financlal policies

-Conservative approach to budgeting far generat fund operations and entarprises

CHALLENGES .

-Declining state aid

-High cost of pension and OPERB liabilities

-Lack of margin under Proposition 2 ¥

DETALED CREDIT DISCUSSION

DEMONSTRATED MARKET ACCESS

Moody's expects the city will continue to enjoy favarable access to the capital markets given its history of competitive bids on previous
borrowings. The city received four bids on its most recent note sale, dated September 27, 2010, three bids on its note sale, dated June 17,
2010 and five bids on its note sale dated September 18, 2009, All bids were received from major regional and national financial institutions. This
history indicates the city's abllity to refund the notes, if necessary, at their September, 2011 maturity.

IMPRCVING GENERAL FUND AND ENTERPRISE PERFORMANCE

Gloucester's avalable reserve position has begun to stabilize, with significant improvement demonstrated in enterprise operations, After several
years of general fund operating deficits since fiscal 2008, the city's available reserves {unreserved general fund and stabifization fund) dropped

to $807,600 in fiscal 2009, a very slim 1.1% of general fund expenditures, down from $2.7 milion, or a healthier 3.5% of expenditures, in fiscal
2005, Ongoing improvements in financial reporting, monitoring and expenditure management enhanced stability of fiscal 2010 operalions



despite significant reductions in state aid. The city's fres cash position was negative for several years, incarporating Gloucester's slim general
fund reserve position as well as accumulated deficits in enterprise, capital project and special revenue funds. However, a more conservative
approach to utllity rate structure, revenue budgeting and expenditure management has resulted in structurally batanced general fund operations
infiscal 2010 and positive enterprise performance without transfers from the generad fund. Fiscal 2010 results indicate an increase in available
reserves to $4.7 million, 5.4% of general fund revenues, which attains compliance with the city's policy to maintain reserves between 5% and
16% of budget.

Despite serious financial strain in recent years, no appropriations have been made from the city's stabilization fund, which totats $1.9 million
after a net transfer of roughly $400,000 from free cash in fiscal 2011, Prolections for fiscal 2011 operations remain conservative and indicate
another year of positive operations and a small increase in available reserves, Asmall portion of the city's $970,000 overexpenditure for snow
and ice will be covered through transfers from stabilization and surplus overlay funds; the remainder was absorbed by departmental transfers
and federal reimbursements. The adoption of local option meals and room ccoupancy excise taxes is expected to generaie up fo $425,000
annually in additional revenue. The fiscal 2012 budget is balanced without appropriations from free cash or other reserves and incorporates
both a net $244,00C loss of state aid revenus as well as a 2.5% expenditure increase. Up to 76 fayoffs are proposed In both general government
and scheo! department budgets, although recent changes in the city's employee health care plan could reduce the layoffs by roughly 20
positions. The school department budget has been reduced to make up for the loss of $800,000 in ARRA funding received in fiscal 2010,
however staff and expenditure reductions are expected to match deciining student enroliment trends. An enterprise fund will be established for
the city's skaling rink and is expected to be self-supporting through user fees, including debt service expenses.

The city has adopted a formai policy governing reserve ievels, which is expecied to promote siability and strengthen management's
commitment to restoring structural balance and prudent reserve levels, enhancing long-term credit strength. The current policy is under review
by the city council and proposes a total unreserved genaral fund and stabilization fund posifion between 5% and 16% of general fund
expenditures. The city has achieved compliance with the policy minimum well ahead of its initial five-year plan to boost reserves to
approximately $4.6 million, roughly 5% of expenditures by fiscal 2015,

Mocdy's believes the city's actions to stabilize finances and promote long-term flexibility will improve its financial position the medium term,
although tax base growth is unlikely 1o provide significant new revenue for several vears. Property taxes represented nearly 63.7% of fiscal 2010
revenues and collections have held steady despite a rise in foreclosures, similar to most cities and towns in the region. The city does not plan
to propose an operating override In the near term and is thersfore likely to remain at the limit of levying capacity under Proposition 2 4. Growth
in state ald revenue, which represented 22.2% of revenues in fiscal 2010, is also expected 1o remain fiat through the mediurn term. Significant
fixed costs, particularly related to employee salaries and benefits, will hinder the city's abiliity to substantially augment reserves in the medium
term. Failure to grow reserve balances, at least in step with budgetary increases, will diminish long-term credit strength.

SEEABLE COASTAL TAX BASE WITH REGIONAL FISHING PORT

Although Gloucester's $5.2 billion tax base Is expected to experience additional contraction in fiscal 2012, the city remains weli-pos#ioned for
long-term growth polential given its favorable location on Cape Ann and significant redevelopment opportunities. Located on the coast
approximately 30 miles northeast of Boslon (G.0. rated Aaafstable outlook), the city's mostly residential fax base grew at a strong average rate
of 15.2% annually between 2001 and 2007, althaugh recent market value declines have slowed the pace of annual growth to 3.1% for the period
between 2008 and 2011. Redevelopment activity continues, afthough revenue associated with new development totaled onfy $697,000 in fiscal
2010, significantly lower than the $803,100 annual average since 2000, Assessed valuation has dropped for four successive years, primarily
reflecting weak national housing market trends, and the $5.2 billion fiscat 2012 valualion, representing values as of January 1, 2011, is less than
the city's fiscal 2008 vatuation of $5.5 billion. The city's local economy has traditionally been dominated by the seafeod industry, but has recently
diversified and now includes fight manufacturing and high-tach employers. The first phase of the Gloucester Crossing retall development
opened in 2010 and has adced roughly 190,000 square feet of retall space and approximeately $50 million in taxable value, increasing the city's
commercialfindustrial sectar by nearly 10%. Cther development projects remain in various permitting stages, but major developments, which
may include a new hotel in the waterfront district and other residential and mixed-use projects, have not yet broken ground. Officials have
completed a master plan for redevelopment of the city's harbor, which is expecied to attract higher-end development, although this initiative
hinges an the rezoning of some parcels. To capitalize on the city's historical significance, a privately-owned cruise ship terminal opened in 2007
and is expected o host 23 cruise stops in 2011, boosting local tourism activity. Resident wealth levels approximate commonwealth medians,
and equalized value per capita is a strong $195,868, reflecting belh a seasonal second-home community and a growing commercialfindustrial
presence,

AFFORDABLE DEBT BURDEN

Gloucester's overall debt burden {1.7% of equalized valuation) will remain manageable given above average amortization of principal (84.1%
within 10 years ), as well as efforts to prioritize future borrowing through its updated capital improvement plan, Debt service accounted for a
reasonable 6.7% of expenditures in fiscal 2010 and incorporated 25% general fund support of sewer debt, The city's debt burden is somewhat
mitigated by 67% commonwealth reimbursement of a portion of outstanding school construction debt. At present, management is updating its
capital plan, which witt inciude significant infrastructure improvements 1o bring water, wastewater and sewer operations in line with
environmental standards. The city's voters may be asked to consider a debt exclusion vote te finance fuiure major capital projects, which
include the replacement or rencvation of five elementary schools, all of which may gualiify for partial support from the commenwaalth.
Gloucester has neither variable rate obiigations nor exposure fo derivative products.

WHAT COULD MAKE THE RATING GO UP?

- Significant improvement in avaliable reserves
«Substantial tax base growth and diversification
-improved demographic profile

WHAT COULD MAKE THE RATING GO DOWN?
- Failure to adhere to adopted financial policles

- Inabliity to maintain structural balance and grow reserves, at a minimum, In slep with budget growth



- Increased debt burden

KEY STATISTICS

2008 population: 30,243 (-0.1% since 2000 census)

2011 Equalized Valuation: $5.9 billion

Average annual Equalized Vaiuation growth (2005-2011% 3.1%

2011 Equalized Value per capita; $195,868

Per Capita Income: $25,535 (98.6% of MA, 118.6% of US)

Median Family income: $58,459 (94.8% of MA, 116.8% of US)

Unemployment (April, 2011): 8.8% (MA7.4%, US 8.7%)

FY08 Undesignated general fund balance: $-616,000 (-0.7% of general fund revenues)
FY08 Available reserves: $807,000 (1.1% of general fund revenues)

FY10 Undesignated general fund balance: $3.2 (3.7% of general fund ravenues)

FY10 Available reserves: $4.7 million (5.4% of general fund revenues}

Overall debt burden: 1.7%

Amortization of principat {10 years): 84.1%

Long-term general obligation debt outstanding: $54.6 million

The principal methodology used in this rating was Bond Anticipation Notes and Other Short-Term Capital Financings published i May 2007,
REGULATORY DISCLOSURES

Information sources used to prepare the credit rating are the following: parties involved in the ratings, parties not Invalved in the ratings, public
information, confldentiat and proprietary Moody's investors Service information, and confidential and proprietary Moody's Analytics information,

Moody's lnvestors Service considers the quality of information available on the credit satisfactery for the purposes of assigning a credit rating.

Moody's adapts all necessary measures so that the information it uses in assigning a oredit rating is of sufficient guality and from sources
Moody's considers to be reliable including, when appropriate, independent third-party sources. However, Moody's is not an auditor and cannot in
every instance independently verify or validate information received in the rating process.

Piease see ratings tab on the issuer/entity page on Mocdys.com for the last rating action and the rating history.

The date on which some Credit Ratings were first released goes back to a time before Moody's Iwestors Service’s Credit Ratings were fully
digitized and accurate data may not be available. Consequently, Moody's Investars Service provides a date that it believes is the most reliable
and accurate based on the information that is available to it. Please see the ratings disclosure page onh our website www.moodys.com for
further information,

Please see the Credit Poficy page on Mocdys.com for the methodologies used in determining ratings, further information on the meaning of
each rating category and the definition of default and recovery,

Analysts

Susan Kendlall

Analyst

Public Finance Group
Moody's Investors Service

Conor McEachern
Backup Analyst

Public Finance Group
Moody's Investors Service

Geordie Thompson
Senior Credit Cfficer
Public Finance Group
Moody's Investors Service

Contacts
Journalists: (212} 853-0376
Research Clients (212} 553-1653

Moody's Investors Service, Inc,
250 Greenwich Sirest



New York, NY 10007
USA

Moobpy's
INVESTORS SERVICE
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MiS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET {TS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT UMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY FARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT 1S UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE,

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REQISTRIBUTED QR RESOLD,
OR STORED FCR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, INANY FORMOR
MANNER OR BY ANY MEANS WHATSOQEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. Al information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
relable. Because of the possibility of human or mechanical efror as welf as other factors, however, ail information
contained herein is provided "AS 13" without warranty of any kind. MCODY'S adopts all necessary measures so that
the information it uses in assigning a credit rating is of sufficient quality and from sources Moody's considers to be
reliable, including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process. Under no
circumstances shall MOODY'S have any tiability to any person or enfity for (a) any loss or damage in whole or in part
caused by, resulting from, or relating to, any arror {negligent or otherwise) or ather circumstance or contingency within
or outside the control of MOQDY'S or any of its directors, officers, employeas of agents in connection with the
pracurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, conseguential, compensatory or incidental damages whatsoever
{including without fimitation, fost profits), even if MOODY'S is advised in advance of the possibility of such damages,
resufting fram the use of or inabllity to use, any such information. The ratings, financial reporting analysis, prajections,
and other observations, if any, constituting part of the information contained herein are, and must be censtrued solely
as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities.
Each user of the information contained herein must make its own study and evaluation of each security t rmay
consider purchasing, holding or seliing. NO WARRANTY, EXPRESS COR IMPLIED, AS TO THE ACCURACY,
TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MCODY'S INANY FORMOR
MANNER WHATSOEVER.

M3, a wholly-owned credit rating agency subsidiary of Moody's Corporation {"MCC"), hereby discloses that most
issuers of deb! securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed 1o pay to MIS for appraisal and rating
services rendered by it fees ranging from 31,500 to approximately $2,500,000. MCO and MIS also maintaln policies
and procedures {o address the independence of MS's ratings and rating processes. Information regarding certain
affiliaticns that may exist between directors of MCO and rated eniities, and between entities who hold ratings from MIS
and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.mgodys . gom under the heading "Shareholder Refations — Corporate Governance — Director and Shareholder
Affiliation Policy.”

Any publication inte Austraia of this document is by MCODY'S affiliate, Moody's nvestors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336069, This document is intended to be provided
only t0 "wholesale clients” within the meaning of section 761G of the Corporations Act 2001, By continuing to access
this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client” and that neither you nor the entity you represent will directly or indirectly
disseminale this document or its contents to "retall clients” within the meaning of section 7616 of the Corporations
Act 2001,



Notwihstanding the foregoing, credit ratings assigned on and after Cotober 1, 2010 by Moody's Japan K.K. {“MIKK"
are MIKK's current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like
securifies, In such a case, "MIS” In the foregoing statements shalt be deemed to be replaced with "MUKK". MIKK is a
wholly-cwned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody's
Cverseas Holdings inc., a wholly-owned subsidiary of MCQ.

This credit rating is an opinion as to the creditworthiness or a debt obligation of the issuer, not on the equity securities
of the issuer or any form of security that is available to retail investors. It would be dangerous for retall investors o
make any investment decision based on this credi rating. if in doubt you should contact your financlal or other
professional adviser.



